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KEY ECONOMIC INDICATORS Exchange rate as of Apr. 24, 1975 
U.S. $ 1.00 = DM 2.3685 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (DM billion) 
Private Consumption 
Government Consumption 
Fixed Investment 
GNP at 1962 prices (DM billion) 
GNP Price Deflator 
Per capita GNP, current prices (DM) 
Dispoable Income (DM billion) 
Savings as % dispoable income 
Employment (1,000s) of wage and salary earners, 
industrial 
Unemployment Rate 4/75 3/ 
Productivity Gain 
Indices: 
New Industrial Orders (1970=100), 2/75 2. See. 132.5 +8.4  -3.7 
Industrial Production (1970=100), 2/75 a 4 5 -1.5  -8.5 
Retail Sales (1970=100), 1/75 
Industrial Wages and Salaries per employee 
(1962=100 ) 
Cost of Living (1970=100), 3/75 3 
Industrial Prices (1970=100), 3/75 : : : +13, +8,1 
MONEY 
Money Supply (DM billion)*, 2/75 i 58. 14 +10.8  +10.6 
Domestic Credit Outstanding (DM billion)#,2/75 J . 3 +8.0 +7.2 
Federal Debt Outstanding, mo 3 billion)*, 
2/75 ; 
External Debt (DM billion)*, 2/75 0. 
Interest Rate, Central Bank *, 4/75 7 
Interest Rate, Comm'l bank medium-term *, 3/75 1.0 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves (DM billion)*, 


3/75 
Balance of Payments Surpl./Deficit(DM bil)+/-,2/75 
Balance of Trade (DM billion) +/- 
Total Exports, FOB (DM billion) 3/75 
To U.S., FOB (UM billion) 
Total Imports, CIF (DM billion) 3/75 
From U.S., CIF (DM billion) 
From EEC, CIF (DM billion) 
Main Exports to the U.S. in 1974 in $ million: 
Machinery 977; Aircraft & Vehicles 2,665; Chemicals 549; Electrotechnical Products 305; 
Optical Products 196. 
Main Imports from the U.S. in 1974 in $ million: 
Machinery 677; Aircraft & Vehicles 416; Chemicals 594; Electrical Equipment 494; 
Edible Fats and Oils 743; Grains 458. 
p/ Preliminary. 1/ Cumulative through latest date shown, except for items marked *. 
2/ 1975 through latest date shown over the same period in 1974, except for items marked *. 
3/ As percent of labor force. 4/ Increase in real domestic product per employee in 
reent. Note: Items marked * are as of year end 1973 and 1974, and as of latest month shown 


or 1975. 1975 percentage changes indicate changes of latest date shown over comparable 
date in 1974. 





SUMMARY 


The German economy is now in a recession, but an upturn 
is expected later in the year. German price performance 
has been exceptional by international standards; it is 
expected to continue to be so with inflation running at 

a moderate 5-6 percent trend through this year. Real GNP 
growth was stagnant in 1974, and will probably remain so 
this year. Unemployment is at about 5 percent and is 
foreseen to continue at above-normal rates. Investors 
are sitting on their hands. The principal focus now is 
on the upturn - when, where, and by how much. While solid 
positive upswing indicators are still hard to come by, the 
guessing/forecasting currently points to a gradual break- 
through to positive growth in the second half of 1975, 
which will accelerate next year. Hopes are pinned on a 
recovery of consumer spending to lead the economy out of 
the trough, supplanting the traditional leader, exports, 
which have recently been lagging. An investment pickup 
would then follow. Given this scenario, no more than the 
present moderately expansionary economic and monetary 
policy seems for the moment to be in the offing. While 
U.S. manufacturers have improved their position somewhat 
in the German market, the aggregate picture points to 
more modest sales increases in the future. Consumer 
durables appear the most promising product area. 





CURRENT ECONOMIC SITUATION AND TRENDS 
The Way It Was 


While official statistics record 0.4 percent real GNP 
growth for the full year 1974 (the lowest annual figure 
Since recession year 1967), the second half of the year was 
one of negative growth. The German policy of restraint, 
which carried the price tag of stagnant economic growth, 
had, however, been successful in keeping the inflationary 
spiral down to 7 percent during 1974; at year's end in- 
flation was running at 6 percent, a remarkably good re- 
cord on an international, if not domestic, comparison basis. 
Most all other economic performance indicators were not 
encouraging, leaving aside the excessive trade surplus 

of DM 50 billion. Industrial production fell in December 
to a level 10 percent below what it was a year earlier in 
response to falling demand at home and particularly from 
abroad. Unemployment was rising to surprisingly high 

rates and promised to go higher yet. Retail sales, ex- 
cluding the effect of inflation, shrunk. Investment 
activity continued very weak reflecting a general aura of 
uncertainty and pessimism. 


The Government and monetary authorities then acted in 
December in an attempt to stimulate the lagging economy 
with a series of measures. Within one week of proposing 

a "Konjunkturprogramm" consisting of an investment bonus 
plan and DM 1.7 billion of Government expenditures aimed 

at boosting the economy, Chancellor Schmidt had legislative 
approval to go ahead. At the same time the Bundesbank de- 
clared that a gradual relaxation of its tight money policy 
was being undertaken with the target of an 8 percent mone- 
tary expansion in 1975. Along with a tax reform and chil- 
dren's allowances program calculated to boost consumer 
purchasing power by several billion DM's, adding to the big 
public sector deficit now estimated to reach DM 55 billion, 
the expansionary stage seemed, to the Government, suffi- 
ciently set to revive the country from its economic stagn- 
ation without unleashing dangerous inflationary forces - 

an extraordinarily sharp concern of Germans. Continued 
caution lest "stability" be jeopardized still characterized 
the policy making decisions. 


The Way It is 


The Government's stimulative measures have so far not had 
much measurable effect; given their magnitude and nature 
and the lag effect, it could not perhaps have been much 





different. Due to some implementational problems, the 

tax reform measures put less money in the consumers' 

pockets than anticipated. Under the influence of seasonal 

as well as cyclical and structural factors, unemployment 

has risen to nearly 5 percent (7.4 percent for the slow-to- 
go-home foreign workers), the highest level in many years 
even though the winter has been mild. Export demand has 
weakened still further with negative 4 percent nominal 

growth in the first quarter 1975 over the same quarter last 
year--quite a contrast with the positive 30-35 percent growth 
rates common over the past couple of years. Industrial 
production has been on a continuous decline since last August 
and in February was 8.6 percent below what it was one year 
earlier. Business has so far been reluctant to invest, 
despite the Government's 7.5 percent bonus offer on new 
investment which is due to expire June 30, 1975. 


Nevertheless, there are some potentially significant bright 
spots. The reasonableness of labor in reaching wage settle- 
ments calling for increases of about 7 percent (some 4 per- 
centage points below last year's wage hikes) in the recent 
round of negotiations should relieve the profit squeeze 
somewhat that has contributed to investors' heretofore 
dampened enthusiasm. Of course, the overhanging job un- 
certainty issue injected realism into labor's demands. The 
ailing auto industry was able to run its overly large stocks 
down (if not increase production), as new car registrations 
rose 20 percent in the first quarter over the same period 

last year. The harbinger upon which the more optimistic 
predictions for the future are based is growth, in seasonally 
adjusted terms, in the index of orders from domestic sources 
for capital goods in January-February as compared to the 
previous two months--the first such movement in many months. 
Particular significance is attributed to the fact that in this 
there is the sign that domestic demand is reviving. New orders 
received from abroad, measured in the same manner, show 
weakness only in that they are no longer growing at the 
fantastic rates of the past but rather were more or less 
stagnant in the first months of 1975. Similarly, the overall 
new orders index six-month-long negative trend stopped its 
downward movement and stabilized. These indicators portend an 
eventual turnaround or "upturn," many observers feel. However, 
as reflected in reports received from our Consulates General, 
among other things, the prevailing view among business is 
“wait and see." 


The Way It (Hopefully) Will Be 


While the upturn is not yet here, most people feel that it 
will probably be able to be concretely measured in terms 





of an increase in the capacity utilization rate or the 
industrial production index some time in the second half 

of this year. A joint forecast of the five leading in- 
dependent German research institutes estimates that real 
GNP will be down 1.5 percent during the first half of 1975 
as compared with the same half last year, but that growth 
on an interannual basis in the second half will be a po- 
Sitive 2.5 percent. For the year the institutes predict 

0 to 1 percent GNP real growth and a 4 percent unemployment 
rate as likely, both of which represent a more modest per- 
formance than earlier anticipated. The institutes were 
Slightly more optimistic than previous forecasts regarding 
inflation, since they forecast that by year's end consumer 
price increases would be below 5 percent and that the annual 
average would be 5.5 percent. 


The recovery scenario is based on private consumption lead- 
ing the economy forward, replacing the export sector as 

the most dynamic element. Resurgent consumer demand, added 
to alast Minute May-June rush to take advantage of the 
Government's investment bonus scheme, it is theorized, will 
then stimulate an investment pick up. During 1975, in real 
terms, exports of goods and services will not grow at all, 
while imports, it is thought, will increase by 3.5 percent. 
Despite this, due to a faster rise in export prices than 
import prices, the net foreign balance in nominal terms 
will rise a couple of billion to DM 41 billion in 1975, 
according to the institutes. Germany will therefore still 
compare very favorably with most other oil-consuming in- 
dustrialized nations seriously troubled by balance of pay- 
ments problems. And still further ahead, in 1976, economic 
growth, if not employment, will probably be up to the pre- 
slump levels that have previously characterized Germany's 
development. 


How has the economic outlook been perceived by those not 

in the ivory tower? One concrete, if lagging, indicator 

is found in the savings habits of the people. The savings 
ratio early this year even exceeded the high level of 14.8 
percent recorded for the second half of 1974, a sign which 
many feel reflects uncertainty. On the other hand, mirror- 
ing a slight psychological uptick, a survey conducted in 
March found that 22 percent of those questioned expected an 
improvement in the FRG's economic situation vs. only 12 per- 
cent in earlv January. At the big Hannover trade fair, the 
results were about as expected, but no great results were 
anticipated so fulfillment of expectations was an easy ac- 
complishment. Other trade fairs presented mixed results. 





IMPLICATIONS FOR THE U.S. 


How Well U.S. Goods Competed -Prospects for 1975 


As measured by import market share statistics for manu- 
factured goods, the U.S. competitive position in Germany 
in 1974 improved for the first time since before the dollar 
devaluation in 1971 *. A recent analysis conducted by the 
Embassy in Bonn revealed that in 1974 U.S. finished manu- 
factured goods have increased their share (the fifth lar- 
gest after the more proximate European trading partners) 
in the German import market to 8.7 percent, as compared 
with 8.3 percent in 1973. This 0.4 percentage point im- 
provement was not matched by any of the other major in- 
dustrial competitor countries. 


Manufactured goods account for some 50 percent of German 
imports from the U.S. In value terms they totaled $2.7 

billion in 1974, which is 18 percent up from 1973. Total 
imports from the U.S. were up 14 percent in 1974. German 


imports from all non-OPEC countries in the same year in- 
creased by 16 percent. Therefore, while we competed re- 
latively well with our manufactures, the overall picture 
was only one of average performance. 


Despite the anticipated gradual pickup of German economic 
activity, the institutes anticipate only 5.5 percent nominal 
growth in imports in 1975. Based on last year's competitive 
record for U.S. goods in the German market, there seems no 
reason to believe that German import increases from the U.S. 
in 1975 will exceed 5 to 6 percent -- somewhat of a comedown 
from the better 1974 experience. 


Business Plans 


So that American businessmen interested in the German market 
may make some judgments for short and middle-term planning 
purposes it might be useful to review some of the key re- 
sults of a recent survey of 270 German firms performed by 
the IFO Research Institute of Munich. According to this 
polling of business plans, domestic sales are forecast to 
increase in current prices as follows: 


*) The DM has appreciated 35 percent vis-a-vis the dollar 
Since the Smithsonian Agreement of 1971, and since March 1973 
by 22 percent. Since the first of this year the DM has risen 
only 1 percent against the dollar. 





Growth Rate in Percent 


1974*) 1975 1976 


Capital goods +1 +3 +12 
Consumer durables +2 ll +13 
Consumer soft goods +3 +7 +6 
Total industry +8 +7 +10 


*) actual 


Over the longer term, the survey revealed that German in- 
dustrialists are planning more moderate sales increases 
than prevailed in the past. In real terms the average 
annual increase in sales over the period 1960-73 was 5.9 
percent, contrasting with the 4.5 percent average increase 
forecast from 1974 through to 1979. There are sectoral 
variations, and the biggest cutbacks in sales growth rates 
of the earlier period over the long term are foreseen in 
plastics (from 15.4 percent down to 6 percent), chemicals 


(from 10.5 percent down to 6-7 percent),and autos (from 
8 percent down to 2-3 percent). 


U.S. Export Opportunities 


Attendance and sales results from several recent U.S. Trade 
Center and off-site trade shows underscore continuing mar- 
ket opportunities for high-technology U.S. products. Com- 
puters and peripherals; electronic components and test 
equipment; bio-medical analysis, diagnostic and therapy 
equipment; and anti-pollution test and control equipment 
all find strong acceptance by German buyers. German buyers 
are also showing strong interest in U.S. consumer products. 
U.S. automotive supply exhibitors at Automechanica reported 
brisk orders. Shopping center and supermarket type U.S. 
consumer good items topped the list of trade opportunities 
generated at the recent U.S. Import Day held in Saarbruecken. 
In addition, the big German mail order houses are seeking 
U.S. suppliers who can meet their specific needs. Our 
Consulates have been reporting a general rise in interest 
in U.S. manufactured consumer goods, bearing out the macro- 
economic analysis earlier in this report that predicts pri- 


vate consumption will play a leading role in the anticipated 
upturn. 
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